
planning 16 that Ameritech' s av.1 lists as a nonregulated activity.
Because of the utilization of ISDN and IN ftmetionalities to
provide features to PCS providers, Arneritecb. chose to classify
these costS1.S part of a shared service.

ASI' s justification, though, does not provide a reasonable
basis for considering a cost to be shared. Many enhanced services
will use net'NOrk ftmetionalities to provide features. If this
criteria were used, regulated c:prations would cross-subsidize many
enhanced serlices that would never have their costs directly
assigned to ncnregulated activities. If ASI had directly assigned
the costs of PCS Trials to nonreg'U1ated activities, the allocation
to nonregulated activities woUld have increased fran $630 to
$630,000 CUI the shared cost pool for~ expenses had 0.1
percent allocated to nonregulated actiVJ.ty in 1992.

OUt of ASI' s approximately 200 work profiles, ASI classified
only two as directly assi~ to nonregulated cost pools. Premise
Services Family and Ameritech call Detail~t the anl¥ two
cunent nanregtilated services. As a result, ASI directlyassl.gned
only $0.9 mil1.ion to ncnregulated cost pools out of ASI' s total
costs of $849 million. ASI directly assigned none of the work
profiles that i:Dclude develc:puent of future products to
ncnregulated aetivities. •

ASI consolidated.
the najority of its operatiana at He Estates in 1991. As a
result of the a:e:t801icfatia1, AS! has ttD%e square footage of office
space than prior to the cawolidatian. 'Ibis excess~ footage
costs the N:X:s' rat~ apprc::ac:imately $30 million annually.
M:)reover, ASI 4ans to lease this excess space to nonregulated
affiliates CUI expand their c:perations.

'!be auditors revi.etMCl the c:c.-ts of the c:cnsolidation of
rcuch of ASI' s operatial at }t)ffnm1 Faate8. 1heir analysis shows
that occupancy cceta increued by up to $30 millicn when ASI ncved
fran 10 locations in the Chicagc area to Hoffman Estates. 'D1e
analysis concludes that the excess square footage that ASI has
leased cause this i.ncreue.

l& An enhanced service is a service offered over catllCU carrier
transmission facilities used in interstate carmmications, which
e:rploys carputer processing applications that act on the fonnat,
content, code, protocol or similar ~s of tbe subsc:riJ:)er' s
transmitted inforrration; ~des the subscriber additional,
different, or re8tructured infonnation; or involves interaction
with stored. infomation.
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.~ - -
1990 1992

Rent and Property Taxes $14,800,000 $22,200,000

Square Feet 553.926 981,000

Occupancy Headcount 1,972 1,779

Cost per S Foot $27 $23

Square Feet per Personl7 281 551

17 In Docket No. 2180-TI-105 concerning GTE North, Inc. the
Public service carmissian of Wisconsin ruled. that between 250 and
300 square feet of office space per errployee was reasonable.
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SMillions .. - - 1991 1992 11 ITO. 1993

Rent Expense $16.0 $15.5 $8.7

Lease Termination Costs :.a 7.6

Warehouse 1.1 0.9 1.0

Hoffman Estates

Rent 15.6 15.0
- ,y Taxes 6.6 7.2.-
Operating ExD. 19 6.6

Total Hoffman Estates 20 9.7 22.2 28.8

Building services 2.5 7.2 2.4

Utilities 2.3 4.8 1.5

Other 22.0 28.6 29.5.
Total OCcupancy per Finan- $61.2 $79.2 $71.9
cial Statement

11 'I11e audit tMm believes that the General Ledger includes
this arrcunt in Rent expense in 1991. '!his ~ers ri!asonable in
light of tbe fact that 1990 occ:upancy, bUildirr; and utility
expenses were $15.5 million per ASI trial balance.

19 In 1992, ASI aCC\mllated Hoffman Estates I operating expenses1
with other locations I Build.ing services. In 1993, ASI recorded
Hoffman Estates I operating expenses in a separate account.

20 Includes $2.2 millicm.~ in 1992 that affiliates
reimbursed to ASI.
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$Millions 1991 1992 1993

Total cecupancy Per Financial $61.2 $79.2 $71.9
Sta~erne.T'lts

Less 80uble OCcupancy Costs 9.7 7.0

less Lease Termination COsts 21 7.6

Less Reimbursements 2.2

Adjusted OCcupancy Costs $43.9 $70.0 Almualized
based on
11 rrcnths
actual
costs $78 .4

If the 1991 level of occupancy costs had increased each year
by the rate of inflation, occupancy costs should have annmted to
~8 .5 million in 1993. Because -of the ir.Icreued space and increased
operating expenses, though, the 1993 annualized occupancy costs were
$78.4 million. 'Ihi.s ~ts an increase of up to $30 million·in
occupancy expmses. 'Ihis f;gure includes inc:reased rent, property
taxes arid bUilding' servicerr of $29 million for Hoffman Estates,
reduced by other rental location costs of $7 million, plus an increase
in operating expenses by $8 milliorfJ. .

'!be auditors fOUDd.ASI' s rellpOl'1_ to hew it plans to fill
its excess space particularly c:i:i.8t.u:rb~. ASI stated that Ameritech
will continue to ttI:JVe 1tIDeritech subs1diaries into the building .
During the interim, the ACes' ratf!lPllYES will contim1e payiD:J for the
excess space. '!he auditors believe that these actions violate the
FCC's used and useful standard. '!he used and useful standard denotes
property dedicated to the efficient conduct of a utility's business,
presently or within a reuonable ~od. '!he standard reflects the
principles that owners of public utilities trUSt receive an opportunity
to be carpensated for the use of their~ty in prcvid.irii:j a public
service and that ratepayers trUSt net forCed to pay a retum on
investment that does not benefit them directly.

21 If t=hetre costs were recorded in 1992, this analysis would
show a $2~. 6 million increase in occupancy costs.

22 Building se:r:vices include expenses for janitorial services,
guard services, repairs, landscaping and snow rem:wal.

2J Operating expenses include expenses for copier, telephone,
equipnent and office supply sern..ces.
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7. AS]; fail. m...biJ,l : 'itch~..;~ IpC. (API)
$142 , 838 for ,cyic;u m'Q'Yidei fmdC wart proru;0003. Under
billable work profile 020003, ASI develops ccrrputerized billL"1g
procedures 'for new products and services. Due to a billing error I AS~

billed ::he AOCs for::osts that ASI should have charged to API for t.."1e
developrrent of new billing procedures.

During their review of tNOrk profile 020003, the auditors
noted that the description of this lNOrk profile described work
performed· for Ameritech Publishing. However, when the auditors
reviewed the ancunt.s billed for the work profile I they found that ASI
had billed no costs to Ameritech Publ~shing. When the auditors
questioned ASI about these costs, ASI stated that an error in billing
procedures existed and that, as a result of this audit, the billing
procedures had been corrected. ASI also stated that it had billed API
$142, 838 for the costs ASI incurred to provide the services to API.

Obaervaticm

,., 1......1;'; ;:r:;:;l'!lt::!;/I:I--==i=b~gJf~
haS ~ed a policy of transferring. NX srployees, who ~orm
functions that 1tmeritech believes shcu.ld be ~ded as a centi:al1zed
service, to ASl. A8 a result, C08t8 that were fcmaerly classified as
wages and salaries an tt. ACes I 1:x:lok8 fall into the other t!XpI1"lses
catego:t;f. !his could c::ha:nge the p%cportian of the MX:s I wages that
are ass~gned to its regulated and na1regulated operations.

Ameritech reduced its staff by 5,890 ~loyeesbetween 1990
and 1992 and transferred 2, 781 eap15f%'an the NY::s to ASI in 1992
and 306 errployees in 1991. 'Im8e could have a significant
irrpaet an the wage allocator'S pres' in the Ameritech CAM.

'!be Ameri.tech CAM uses an allocator of total ~ting
carpmy~ and salaries to allocate cost in selected cost pools in
the· follOW1.ng accounts:

1. AcCO\mt 14139, Defen:ed~
2. Account 4100, Net Cl1%rent Defened ~tiD.:J Incane Taxes
3. Account 4120, Other Aa:rued Liabilit1e8
4. Account 6711 , Executive
5. Account 6723, IobnBn Resources
6. Account 6728, Other General and Aaninistrative

",
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The Arneritech CAM also uses an allocator of total company
wages and salaries less direct constr~etion, ~~allation and repair
waaes and salaries to allocate::osts :":1 selected cost cools 1.11 :he
following acco~~ts: -

Account 2:22, Fu..~ture

~. Accou.~t 2:23, Office Equipma~t

3. Accou.~t 2124 I General Purpose carputers
4. Account 6726, Procurement
5. Acc;:ount 6728, Other General and Administrative

'nle auditors analyzed ARMIS data fran Arrteritech's 43-03
reports to detennine if Arceritech I s reduction in its work force and
the transfer of er'C1?loyees fran the AOC.s to ASI may have affected the
arrount of total costs the NX:.s assigned to wages since 1989 and t."1e
use of wages as an allocator in the Ameritech ~. The following
chart shows the result of this analysis:

CQtIPOSITION OF ACe EXPENSES

(000)
1989 1990 1991 1992

Total Expenses $6,674 $6,882 $7,063 $7,361
Wages & salaries $2,225 $2,221 $2,102 $2,003
Percent of Total 33.34% 32.27% 29.76% 27.21%

Other Expenses $3,761 $3,960 $4,256 $4,566
Percent of Total 56.35% 57.54% 60.26% 62.03%

'!be auditors believe that the consolidation of e!ll'loyees
could mean that the wage allocator in Am!ritech I s CAM no longer serves
as a cost-causative allocator and could i.IIpaet the allocation of costs
between the AOC.s' regulated and ncnregu].ated operations.
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Ameritecb Response

EXCQItiyc Summary

An audit team - consisting of staff members from the Federal
Communications Commission (FCC), the Public Utilities Commission of
Ohio (PUCO) and the Public Service Commission of WISconsin (PSCW) -
issued an audit report entitled, "Review of Affiliate Transactions at
Ameritech Services, Inc." The report made seven findings. The fmt fmding
claims that Ameritech Services, Inc. (ASI), a subsidiary of the Ameritech
Operating Companies (AOCs)l failed in many instances to provide sufficient
written documentation to allow the audit team to analyze and substantiate, to •
the audit team's satisfaction, ASl's rationale for apportionment of its costs
between regulated and nonregulated AOC services.

In this response, Ameritech will demonstrate that ASI provided more
than sufficient information to enable the audit team to determine not only
how the apportionment between regulated and nonregulated operations was
done, but also whether the apportionment was reuonable. In addition,
Ameritech will explain why each and every one of the remaining findings are
completely without merit. Given this response, it is apparent that the joint
audit, as a whole, should be rejected.

At the outset, Ameritech challenges the findings in the report because
two other audits of ASI covering the same 1992 time period did not reach
similar conclusions. Specifically, two audits, one conducted by Arthur
Andersen and the other by Frederick &t Warlnner on behalf of the Dlinois
Commerce Commission, audited ASI's costs accumulation and allocation
procedures, and these audits did not find that ASI did not provide sufficient
written d~tationto justify its cost allocations. Rather, those auditors
found ASI's procedures provided sufficient assurance that the AOC's comply
with the FCC's Part 32 and Part 64 rules.

1 The Ameriteeh Operating Companies provide local telephone services in the Ameriteeh
reFon under the following names: Ameriteeh· nlinois. Ameriteeh • Indiana, Ameriteeh •
Michipn, Arneritech • Ohio, and Ameriteeh • Wisconsin.



AOCs' regulated and non-regulated services is consistent with the proportion
of the AOCs' overall regulated and non-regulated costs and revenues.

BaseEi on the foregoing, Ameritech challenges each and every finding
in the report. The FCC, PUCO, and PSCW should reject the report.
Furthermore, should the audit team respond to Ameritech's filing with
additional facts and arguments not previously provided in the report,
Ameritech must be given an opportunity to respond to those new arguments.
Denying ~eritech the opportunity to address these new issues would be
contrary to the concepts of due process and the "notice and comment"
provisions encompassed in the Administrative Procedures Act. '47 C.F.R.
§553.
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AmeriteclLRespODse

L Introduction

A. The Audit Process

In April, 1992, the staff of the FCC initiated an audit of Ameritech Services,
Inc. (AS!) which performs centralized work functions for its owner
companies, the Ameritech Operating Companies (AOCs), such as
procurement and product management of certain services. AS! also performs
similar work on a limited basis for nonregu1Ated affiliates of the AOCs and for
a specific ADC. ASI's work for these groups is limited by ASI's Charter.
Specifically, for 199~ the costs ASI incurred in supporting either a
nonregulatecl affiliate or a single AOC could not exceed 3~ in aggregate of
ASI's 1992 budgeted amount. Thus, from the outset, ASI is limited in the
amount of worle it can do on behalf of nonregula.ted affiliates.1

StaH members of the PUCOand PSCW joined in the audit in October,
1992. The purpose of the audit wu to determine ASI's compliance with the
Commission's affiliated transaction and cost allocation procedures. AS! is not
a common carrier and therefore not subject to Part 32 and Part 64 rules like
the AOCs. However, because ASI bills a substantial amount of its costs to the
AOCs, AS! must be able to provide sufficient information to the AOCs so that
the AOCs may classify these costs in compliance with the Part 32 and Part 64
rules.

The audit bepn in A~, 1992 and was condueteel over a 21 month time
period until January, 1994.2 During this time, ASI responded to almost 600
data requests containing over 1000 questions from the audit team; scheduled
more than 62 personal interviews during 7 on-site visits from the audit
team;3 and sent out more than 98 questionnaires to be completed by both AS!
and AOC employees chosen by the audit team. In addition, AS! provided
more than 20 in depth presentations to the team regarding AS!s
organizational structure and internal processes.

At the start of the audit process, the audit teun listened to numerous
presentations by ASI employees about ASI's overall budgeting, billing and

I The audit tIIm Idww that ASI had a limitlld ability to ,.form work for ncwesuJated
affiliates. FCC data request June 2, 1993, Question 4 (AU. 5).

2 A few follow-up questions were stiU being answered in April and May, 19M, bat the zrajority
of the audit wu completed by January, 19M.

3 There W8"e 5 visits to the Ameriteeh Center in Hoffman Estates, IL; 1 visit to Milwaukee, WI;
and 1 visit to Oeveland, OH.
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accounting procedures. The audit team also received a copy of all 200 of ASl's
work profl1es (description of ASI's work) approved for 1992. As the audit
progressed, the audit team selected about 40 work proflle managers to
interview. Of .those 40 work proiile managers, the audit team interviewed
about 29 of them, but also interviewed another 33 managers representing the
40 work profiles. The audit team then selected 16 work profiles - 12 that were
directly billed and 4 that were billed using indirect allocation - to review in
more depth. From those 16 work profiles, the audit team selected
approxima*ely 100 ASI or AOC employees to be interviewed or to fill out
questionnaires. With each of the AS! employee interviews and
questionnaires, the audit team requested and received, in most instances, an
example of the employee's work product

In addition to the employee presentations, interviews, and questionnaires,
the audit temn gathered information through data requests. In this regard,
the audit team asked both general and specific question about AS!'s
accounting procedures, billing PrOCedures and work profl1es. For example, a
data request submitted early in the audit process requested "a flow chart that
shows the flow of COlt from an account or subaccount, whichever is the
lowest level of account, to its assignment to a work profile and to a bill
submitted to one of the operating companies."·

Then as the audit prosreIHd, the audit team asked more detailed
questions regarding ASI's work. Par example, for Data Center Consolidation,
Work Profile No. 090006, the audit team asked about 119 follow up questions
that range from such questions as U[w]hat do the acronyms swrrcH and
FACS stand for and what do they meanr to "[why) does the product line code
(60561) for bill Unes B088 and 1089 differ from that provided in response to
question 7 of Attachment 2 Core Data Request (60560 for B088 only; B089 is
not listed?,,5 )

B.~

The audit team's primary finding is that AS1 failed to provide, in many
instances, sufficient written cloc:wnentation to allow the audit team to
analyze aNi substantiate, to the audit team's satisfactiall, ASrs rationale for
apport:ionl:Mnt of its COlts between regulated and J101U'8I'Ulated AOC
services.' 11w report then contradicts itself and mu. several specific
fmdings that aonclude that AS! did not properly apportion its costs between
regulated and nonregulated operations. For example, Finding 2 claims that

4 fCC data request June 5, 1992, Question 1.

s FCC. PUCC, and PSCW data~tSeptember 10, 1993, Question 9<1> and Question 13(c).

, Report at page 21.
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ASI improperly billed the AOCs for all overhead costs related to data center
consolidation when some of those costs should have been allocated to the
AOCs' nonregu1ated affiliates. Ukewise in Finding 3, the audit team
concludes tmt-in at least seven work profiles, .AS! improperly allocated all the
costs to regulated operations when some of the costs should have been
allocated to nonregulated operations. In these instances, Ameritech believes
the findings do not relate to the sufficiency of information provided by
Ameritech but result from mistaken conclusions by the audit team with
respect to ~e apportionment of costs between regulated and nonregulated
operations.

D. The Audit Report Does Not Support Its F"mclings.

Ameritech contests every finding in the audit report. Not only did ASI
provide all the necessary documents and information to enable the audit
team to understand how ASI allocated its costs between regulated and
nonregulated operations, but ASI also Provided sufficient information to
justify the regulated and nonreguIated allocations it made.

But before responding to specific issues raised by each finding, Ameritech
provides these general comments applicable to the entire report.

A. Q1bcr Audits of ASt in 1992 Contra~ Au41lIeam's Eindina

Two other audits of AS! contradict the findings in this report.
Specifically, these two audits provide evidence that ASI's written
documentation was sufficient to analyze and substantiate ASI's cost
accumulation and allocation procedures and to determine that ASI's cost
allocation procedures adequately ensured AOC compliance with the FCC's
Part 32 and Part 64 rules.

The first audit wu an independent audit conducted by Arthur
Andersen (AA). Because of the Commission's requirement in § 64.904 that
the AOCs have an amwal inc:lependent audit of their cast allocation
procedures and affiliated transadicms, and because AS! bills the AOCs for a
substantial amount of its costs; AA audits annually ASrs procedures for
ac:cumulatins, summarizing, and billing costs of ASI's services to the AOCs.
By auditing ASrs procatures, AA ensures that transae:ticms between ASI and
the AOCs c:amp1y in aD material aspects with the FCCs affi11ate trIDSadion
rules. The result 01 the audit was that AA found no maWial weakneaes in
ASI's procedures and that th_ procedures comply, in all material respeas,
with the FCC's affiliate transaction rules.7 In fact, the audit team had. a a)J'Y of
the AA management letter for the 1992 AS! audit, and the R:C's Accounting

1 See Exhibit 1 for AA Internal memo.
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and Audits Division was given copies of and reviewed AA'5 work papers of
the 1992 Part 64 audit of the AOCs.·

The second audit was performed by Frederick &: Warinner Consultants
at the direction of the illinois Commerce Commission's (ICC). This audit of
Ameriteeh· Illinois required Frederick &t Warinner to review ASI's
accounting procedures. 9 One aspect of the auditing engagement required the
consultant to

determ.me whether AS! has appropriate and fully supported
Procedures in place for accumulating and assigning costs,.and whether
these procedures are well-defined and consistently applied.lo

While the auditors did make certain rec:amnendations for ASI to \lie more
positive time reporting and AOC specific project c:ocles, and to establish a
more forma! audit schedule for intema1 audits foc:usinl an affiliate
transactions; the audit report makes it clear that the auditors found ASrs cost
accumulation and allocation procedures, and ASI'5 written documentation
sufficient to conduct an audit and evaluate the reasonableness of ASr5 cost
allocation.n

Thus, these two independent audits covering the same time period and
auditing the same procedure reached supportable c:ondusions that directly
contradict the findinp in this audit report. And, the audit tam wu at least
aware of the AA audit. CoDsequently, the AA aDd Fred8ic:k and WIrinner
audits - together with the failure of the audit team 10 objectively support its
alleged findinp - demonstrate that the ftndinp in this report cannot be
supported. Therefore, the joint audit report in its entirety must be rejected.

B. The BeRon is not WeJJ-Groundm in Fact.

Under the Gena-ally Acarpted Auditinl Standards (GAAS), an auditor
must assimilate all the iDlonnatlOll ptMrecl durinl the audit and arrive at a
reasoned juclFMJlt reprd!nl the information. In this reprcL GAAS requires
that auditors pther sufficient evidence upon which to bale their fiDdinp.

• fCCdae.,.....,.. 2" 1993, Altlld&lnet 5, Qul"'on 2. MonIov., the AlMlIIfttinIlIId
Audits 01........CDlRfortabie with M'. thoroapr_1IId CDIftIl8I81CY in the Pan"
Audit of the AOCs, tMt ..Dft.1IiDft via a ....,.,.. CDftftl8do1\ with AA ctid not require AA
to provide its WOIkpIpen for its iJldtIpendmt audit of the AOCs the laIIowinc ,.,..

• See Exhibit 2 for fNde1ck • WuinMr Audit Report.

10 Exhibit 2 at 191.

11 See Exhibit 2 at 20'-205.
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And, when sufficient information has been obtained, an auditor must
evaluate that information in an unbiased manner. t2 Furthermore, in
evaluating the information, the evidence need only be persuasive, not
convincing:-' .

Despite the requirements of GAAS, the report does not prOVide an
objective reasoned analysis supponing its findings, because much of the
discussion is incomplete and inaccurate. Moreover, much in the report is
irrelevant, to an examination of compliance with Part 32 and Part 64 rules.
Usted below are examples, which are discussed in detail later in Ameritech's
response, in which the report is either inaccurate, incomplete, or irrelevant

• the discussion regarding the translation tables in Section IV is
inaccurate;

• the discussion regarding the seven work profiles allocated to regulated
activities in F"mding 3 is incomplete;

• the discussion regarding AADS' development costs in F"mding 4 is
incomplete;

• the discussion regarding the PCS trial costs in Fmding 5 is incomplete;
• the discussion regarding ASI's cost reduction measures in Section VI. is

irrelevant; and

• the discussion regarding the Material Logistics business process in
Section V. is irrelevant.

As these examples demonstrate, in many cases the report lacks any balance
in its discussion of the facts and information ASI proVided during the audit.
Specific:ally, the report leaves out pertinent information which is inconsistent
with, or contrary to, the conclusion of the report. Furthermore, in a number
of instances, discussions are included in the report which have no bearing on
whether ASI's accounting procedures were sufficient to ensure AOC
compliance with Part 32 and Part 64 of the FCC's rules. F'mally, in many cases
the report includes statements that are factually inC01Tect. 1beIe examples are
direct evidence that the report fails to articulate a reuoraed basis for its
findings. ADd, a-e examples also raise serious questions about whether the
report is an unbiased assessment of the information gathered during the
audit.

"

Nevertheless, should the audit team respond to Ameriteeh's Response
with facts and analysis gathered during the audit, Ameriteeh must be given
an opportunity to respond to that analysis. Spedfic:ally, Ameritech must be

u S. AU § 326.16 and AU § 326.22 of Generally Accepted Auditing Standards <GAA$). Secticm
326, Evidential Matter, 326.16 and 326.22.
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given an opportunity to respond to the audit team's interpretation of the facts
supplied in a specific document, such as the work profl1e or employee
questionnaire, or supplied during an interview or presentation. Without
giving Ameritech an ability to respond, the audit team will be able to
introduce new evidence to support its fmdings to which Ameritech would
have no opportunity to respond. That would clearly be contrary to the
concepts of due process and opportunity to comment embodied in the
Administrative Procedures Act.

,

m. F1DdiDSl: ASI Provided Sufficient Written DOCWIlentation. to Allow the
Audit Team to Substantiate ASI's Rationale for Apportionment of Costs
Between Regulated and Non-replated AOC Services.

A. Introduction

Audit Report's PQJitiDn. The primary finding in the audit report is that
ASI failed to provide sufficient written documentation to allow the audit
team to analyze and substantiate, to the audit team's satisfaction, ASI'5
rationale for allocation of costs between regulated. and nonregulated AOC
services.13 What this findinl means is that the audit team felt it could not
cietermiM in many iDstances whether that allocation was reasonable. The
audit team bases this finding on the following conclusions:

• there were incomplete written documents;lt

• the elimination or transfer of staff prevented the audit team from
obtaining necessary information15; and

• lack of written procedures to desaibe how AS! separated a:»sts
betweeft billable UlCl nonbillable work profiles prevented the audit
team from det8mining whether the separation was taSOI\able.16

AmcrittdUJlM.... To meet the objectives stated in the audit report,
the audit team had to complete two tasks: first, it had to Ieam how ASrs
accountinl procedUJ8 worked, by Uftderstand1ng how ASrs costs W8e
accumulatlld aDd then clusifted on the ACX::S books under Part 32 anc:i Part
64; and seamd, it had to evaluate whether those accounting classifications

13 Report at pep 21.

1. Report at pap 21.22

15 Report at pap 21.

16 Report at pap 16 and 22.

6



and allocations were reasonable. The audit team was able to complete the
first task but apparently was unable to complete the second task to the audit
team's satisfaction.

In the following pages, Ameritech will demonstrate the substantial
amount of supporting information the audit team requested and received.
The audit team had more than sufficient information to evaluate and
determine the reasonableness of AS!'s accounting classifications and cost
allocatio~, for those 16 work profiles it selected.

B. Task 1: The Audit Team had More Than Sufficient Information to
Track AS!'s Costs to Part 32 Acc:ounts and Part 64 Cost Pools. 11

1. ASI's cost acc:umulation and allocation processes are
understandable.

AS! work efforts are managed through the Affiliated Management Process
(AMP).1. AMP requires that ASI's work efforts and budget be categorized as
either business manapment work activity or project management work
activity. Business management work activities reflect infrastructure work
such as efforts requiNd to operate the current business, and indude items
such as product/market/channel management, technic:al support, accounting
operations and lepl. Project management work activities cover d.isaete work
efforts with identifiable start and stop dates and focus on changing business
needs. Business management work actiVIties represent 80~ of ASI's costs
while project management represents 20~ of the costs.

All of ASI's work efforts for supporting the five AOCs are documented in
work profiles, which are used for grouping resources bued upon integrated
objectives and funcUnglev., and for apportioning AS1 resources among
these work eifalts. Of the 1992 buciaeted dollan, over 9CWD of ASI's budget
represented work that wu a continuation of efforts from 1991. These work
profiles, along with other busiMss cue analyses for certain strategic .initiative
work efforts, are provided to Asrs Managing Board (whose voting members

11 This ir4ol••1IaIl wu pl8lfttlld to the audit team in the foDowinl fonuns: Oveniew of ASI
BiDinIpI~ ....by Work~ haftdaut and~ by B. MuniJtI, July 14,
1992; Work,.....~ Sy....., Buclptl Colt~Aa:almtilll~
pI8Iftta"" by T. Ooa._B. Me Launnce. on J..-y 25. 26...1:1, 1995 iftcludiftI
hudouts; RIIoun:e AIlccatioft/Bucipt PromIa prelefttation by M. Laurua 01\ July 14, 1992; Bill
l..ifte/Cost PoolsIAcmuftting/PLC-FRc. Non-...BiUins preIIIltatial\ by B. Brigs, 01\ 0IcImber
131c 14, 1993; and ASI Procedures to AlIiII' CDItS to Lines. Re&lNonn!gIShued dtliptioftS.
pl8lfttations by T. Dominak, R. Fritdbez, B. Brigs, Oft April 19, 1993.

II Pnlentation Oft AMP by J. Lenahan in July, 1992 with handout. and the audit...., ftCeived a
copy of the AMP process June 5,1992.
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are the 5 AOC presidents) for approval. Every year work profiles must be
updated and approved. 19

In additton, ASI is only allowed to perform a certain amount of work for
its nonowner companies. This limitation is imposed during the budgeting
and AMP process through the approval of ASI's budget. Specifically, when
the Managing Board voted to approve AS!'s budget for 1992, it also voted to
limit the aggregate amount of work ASI could perform for nonregulated
affiliates or a single AOC to 3'0 of ASI's budget. This limitation avoids ASI
spending significant resources to support either a nonregulateci affiliate or a
single AOC. And, the audit team was aware of AS!'s limitation.~

ASI's costs are accumulated into work profiles (and bill lines) for billing
the AOCs. Specific work efforts within a proflle are subdivided into bill lines
(for the acxumulation of charges) which are again subdivided into project
codes. The project codes map into a bill line. Each work profile can consist of
multiple bill lines, but the same bill line number cannot be used for multiple
work profiles. For example, a single work profile may be separated into 10 or
12 bill lin., and the different bill lines may be separated into several unique
project codes. At the same time the work profile is subdivided into bill lines
and project codes, the accounting dassification pmon aIIO assigns a
functional accounting code for each bill line and a prodUd liDe code for each
billllne. The functional accounting code and product line code assignments
are translated into the Part 32 account and Part 64 cost pool on the boob of
theAOCs.

All ASI's expenses are first accumulated by responsibility code (RC) (each
employee is assigned their own responsibility code) and summed to project
code, bUlline and work profile numbers. The Cost Allocation Tracking
SYStem (CA1'5) is an ASI accountinl systml which traclcs AS! costs by project
code, bID line and work pro!1e. The CATS 1110 'ep«t, provided to the AOCs,
is a monthly biWng s\UlUlW'Y showing ASI COlts: per AOC/ per work profile/
per bill line. It also indudes the functional accounting code usignment for
each bill line and the product liDe code for the bill nne.

Once the AOC receives the CATS monthly billinI report 1110 from ASI,
the AOC acmuntin, system translates the functional accounq codes of the
different biD liMI and boo;ks those COlts to a Part 32 account. Similarly, the
product line tad. are translated and the costs allocated to the Part 64 ccst

I' Provided in lespoI_ to data leqaelt Oft June S. 1992.~ 2b~ADacaIion PftaIs...
and handout in July, 1992 dUring on-site visit.

2111 See supra notet.
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pool. Again, the audit team understood this process as evidenced by some of
the questions in the data requests.21

Below is. a. more detailed discussion of the documents used to accumulate
and allocate AS! costs.

a. Work Profiles

The worle profiles are used for allocating resources while integrating
objectives &nd. funding levels. A worle profile form is used to document
resource allocation decisions, affiliate interest requirements, and objective
setting; it also provides a means for tracking. Included an the worle profile
document are customer identification, key assumptions, benefits, resource
requirements, desaiption of work, prerequisites, and deliverables objectives.
In some instances, both capital and expense dollars are also included.

However, these work profile forms are not automatically understandable
to persons unfamiliar with the work encompassed in the work profile. Worle
profiles are internal documents designed to explain the work performed
under the responsibility of the profile manager. For example, work profiles
often contain numerous company specific acronyms for pmdue:ts or computer .
programs and references to other' company specific work efforts. Thus,
persons unfamiliar with aaonyms and other references would need further
explanations to comprehend what the form includes, as the audit team did in
several data requests.22

Worle profiles- are also separated into indirect and direct work profiles, or
sometimes referred to as nonbillable and billable work profiles. The direct
work profiles are billed ctirect:ly to the AOCs based on the allocation factor,
while indirect work profiles are considered overhead expenses and allocated

n April 9, 1993 cIa.NqU_~ 1-4; April 20, 1993 cIata requ.-Questian 3; Jm.e6. 1993,
Alt. 2. 01"-' ~-9;s.p.8berl0, 1993 cia......o-aon 7 follow-up, 1 and b; November
10,1993 data requ8t Joe Buddey follow-up, Questions 7, 8, 11, 12; November 18, 1993, Nov. 10,
7A, a follow-up, K. Klingbeil, Questions 2-5.

zz January 27, 1993 data requ8t~ 2, 3, 5,11, and 14;5epMI_ 10,1993 data request
Question 13 (c) and (d), and EcDnomic !wlualion <b): September 10, 1993, C. Smith
Questionnaire, Questions 8, 9, and 11; September 10,1993, C. Kane Q.-tcmnIire.o-aon 6;
and Sepleniber 10, 1993, data request entitled Other RequeIts. Cb); and SepIImber 10, 1993,
Intema1 Audits, (I).
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over the direct work profiles. The audit team was given a complete list of all
work profl1es, which identified whether the work profLle was directly or
indirectly billed to the AOes. In addition, the audit team reviewed all the
nonbillable -work profiles.23

b. Bill Line/Project Code

As noted above, specific work efforts within a work profl1e are
subdivided into bill lines and project codes. Bill lines provide the "lowest
common denominator" of billing information regarding work profiles. Each
bill line can have only one functional accounting code under which the work
is being performed. Because the function codes are the bases for auiping
Part 32 account dusification numbers, expenses associated with each bill line
cannot be split into more than one Part 32 account.2•

The bill line is a six character sequence, induding both numbers and
letters. Some of the characters represent specific information, while other
characters do not. In this regard, the first character provides information
identifying the jurisdiction for which the work is being perfonned. For
example, bill lines bepming with the letter A are biDed to all AOCs.
IJbwise, bUllines bepming with the leu. M are biDed solely to Ameriteeh - .
Michigan. The letters H, L. N and'W repreMJlt individual billinp to
Ameritech - Ohio, Ameritech -Dlinois, Ameritech • Indiana, and Ameritech 
Wisconsin, respectively.

The next three characters, 1&., characters 2 through 4, of the bill line are
assigned in sequence but do not contain any accounting information. There
were some instances in which the accounting daaific:ations person would try
to include letters or numbers from the work profile number in those places to
make the bill line number apPear more logic:al, but that was not done
consistently. The fifth character in a bill line identifies the cost pool to which
the costs are being allocated. In this resard, the R identifies a regulated cost
pool, an 5 identifies a shared cost pool, and an N identifies a nonregulated
cost pool. The sixth character in a blllline is either a 0, or in the case of
category n employees a 2. The only exception to this identification process is
the Information Technology em bill lines; these bill lines all end in 00.
Because all IT bill lineI end in 00, OM cannot detenn.ine from the bill line
what cost pool the costs are beinl allocate to. But, that information can be

'c

II See FCC data requet December 3, 1992, Question 1 -tIw lilt of ncmbOl'hIe work praIi8
contained data ......_ into c::olulmI with tM foIIowini a-dinp.•..• ADd, _ o-tions 2
through 5 which uk specific~ about the nonbi1Jable work poftJIL

K n.e are _liInitid t...... ill which a biD liM 1M)' be allocatld tID more thin one PIIt
32 acmant. Bm nn. aIIo may be divided between more than one cost pool, but COlt pool
-snment is usually done on a produe:t line code basis.
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determined by translating the product line codes assigned to the bill line into
a Part 64 cost pool, with the pte translation table, which was provided to the
audit team.

VVhile bill lines are used for cost allocation purposes, bill lines and project
codes are used for internal tracking purposes. For example, the manager of a
group of computer programmers may have two project codes established to
differentiate the costs of maintaining a software program from the costs of
improving the program. While adding to the complexity of the accounting
system, these additional project codes do not impact the Part 32 and Part 64
classifications and therefore do not need independent support or justification
for the cost allocation. .

2. Assismng costs to Part 32 accounts and specific cost pools is not a
difficult process.

The accounting classification person works closely with the work profile
manager and budget advocate to classify the costs of the work profile. In order
to ensure that the assignment of AS!'s costs are consistent with the
Commission's cost allocation and affiliate transaction rules, the accounting
classification person has substantial knowledge about the FCC Part 32
accounts and Pan 64 cost pools. Thus, the accounting classification employee
assigns a function cacle and product line cacle to a bill line based on the work
profile, discussions with the work profile manager, the organization budget
advocate, and substantial knowledge about the Commission's accounting and
cost allocation rules.2S

In addition, the accounting classification expert follows the hierarchy
approach presaibed. by the Commission when determining product line cacle,
1&., cost pool usignments.26 Specifically, the flISt step of this approach is to
determine if the costs of the resuIated activity can be directly assigned, Li.,
whether the activity exclusively supports either a resuIated or nonregu1ated
operation. If the costs CUUlot be directly assiped, the next step is to
determine whether there is a method to directly attribute the costs to either
regulated or nonregulated accounts, 1.&., whether there is a direct analysis of

25 An AS3111ann wu......"... to pt a new bi1l1intor projIct code enterId into ASrs
aa:ounqs,...... Oft that fonD. the KalUftIini dsniftcalioft I*at would..the new biB
lines and projIct c:Dda and would lilt the functiaMl acx:DUfttiftI ClDdII-.d product line CDdes
that were Uliped to the new biD nz.. Althoush AS! could not produce all the AS3115
requested by the audit~ the AS311 form wu not NIl: III ry to de_urine how or why CDSt
uaipments or allocatiON were macle. Specifically, the AS311 is Itric:tly UlldminilUatiw
fonn, and in most caMS, did not include a written explanation underlying the func:tional
aa:ountiftg codes or COlt pool assignments.

» 47 CoF.R. § 64.90Hb).
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the costs themselves on which to allocate costs. If the costs cannot be directly
attributable, the accounting classification expert must determine if they can be
indirectly attributed, i.e., whether there is an indirect, cost causative linkage to
another coS! category for which direct assignment or allocation is available.
Finally, if the costs cannot be allocated using any of these methods, the cost
may be assigned usin; a general allocator.

In any event, there are a limited number of Part 32 accounts and Part 64
cost pools in which to classify ASI's costs. The accounting classification
person has a limited number of Part 32 accounts because ASI's~ of revenue
and other income accounts is very limited. For example, if the costs are
marketing expenses, then the accounting classification employee has only one
account to assign the costs to: .Aa:ount 6611, Product Mulapment If the
costs are sales expenses, the accounting classification employ. again has one
account Account 6612, Sales. And, fmally, if the costs are advertising
expenses, the accounting classification employee has one account: Account
6613, Product Advertising.

Similarly, for computer expenses, the accounting classification person has
only two Part 32 accounts in which to charge those expenses, specifically .
Account 6724, Information Management and Account 6124, Ge\eral Purpose
Computer Exp.nH. And, pursuant to a data requelt ASI comple"y
explained. to the audit team how it cla.sified computer expenses.71 As further
evidence of .the limited choices for Pan 32 accounts, there were only 7 Part 32
expense accounts to which costs were charged for the 12 directly billed worle
profiles the audit team selected for review.

The assignment of a Part 64 cost pool by the accounting dusification
employee is likewiIe limited. In this reprd, once costs are usisnect to a Part
32 account there is a limited number of cost pools uncl.. that Part 32 account
to which the COlts may be allocated. All of theIe costs pools are listed in the
ACJCS Cost Allocation Manual (ACAM), which is ftled with the FCC and
updated on a quarterly basis. For example, Account 6124 has only three cost
pools to which ASI Call allocate costs: a replal8d cost pool, whc:M Q)Sts are
directly assigned; a I\OftJ'eIUlated cost pool whose costs are directly assigned;
and a shared cost pool whose costs are indirectly assiJMd based on the
relative COlt of the inv.t:mmt in Account 2124. Attached. Exhibit 3 is a list
of all the Part 32 accounts and conupondinl Part M cost pools available for
the 12 direct billed work profiles reviewed in-depth by tlw audit team.

'The Part 32 and Part 64 dassifications are not difficult to determine if the
individual has sufficient experience with the Part 32 and Part 64 rules, and

11 See data request and flow chan in April 20. 1993 data request Question 3.
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access to information regarding the work encompassed by the work profl1e.28

Exhibit 4 provides a desaiption and analysis for classifying the Ameritech
Integrated Marketing System (AIMS). This example demonstrates that the
classification.of. work profiles is a logical progression: understand the work
being performed, classify the work under a function code and Part 32 account,
and then classify the work in the Part 64 cost pool according to available cost
pools. Based on the foregoing paragraphs, the classification and assignment
of costs is a simple process, and one which the audit team fails to explain why
it could not follow.,

The report also makes an inaccurate claim that AS!'s Accounting
Standards group used incomplete translation tables for translating ASI's bill
lines and function codes into Part 32 accounts and Part M Q)St pools. The
audit team then claims it could not review the necessary source documents to
examine the dassifications.2t Moreover, the report states that ASI omitted
certain bill lines from the translation tables Provided to the audit report.

Not only is that statement completely false, but AS! has already told the
audit team in informal comments that it was fae:tually incorrect. Spedfically,
pursuant to a March. 3, 1993, data request, ASI provided to the audit team an
official copy of a Wisconsin PLC-EXTC translation table. Pursuant to a
November 18, 1993 data request, ASI provided a translation table showing the
Part 64 cost pool for each ASI project and service billing product line code.30

There was nothing incomplete about this table. Furthermore, the audit team
was offered - but refuHd - a copy of the 5 binder official translation table that
showed the Part 32 aCCOWlt that each function cocie was booked to.31 lDstead,
the audit team choM to rely on an unofficial translation table that an
employee had put together for personal use. While that unofficial translation
table did not contain all bill lines, ASI did not omit any of this information
from the translation table. Moreover, the audit team wu told on numerous
occasions that the unofficial translation table was incOmplete and not an

a In this nprcl, the audit -.n.... for an explanation u how the c:IuIificationl were
made. s.e FCC data....- Jaury 7:1, 1993, QUBIian 5 1w)ork proftIe 14CD71 A«.t Slaftdards
• Provide any or..... thlt dllcribe how cmtI are UIipId 11) ...._ or
nonrepIatId or ~icII." s.eaIIo data request FCC June 2,. 1993, Qu.-ioIw 7 throuP 9,
Att. 2. S.aIID QIio data..... May 18, 1993, Question 14 "what instructions doe OST get
from ASI reprdJzIJ how to book ASI c:ostsr

2t Report at page 14.

30 See March 3, 1993 Data Request question No. 4, and November 18, 1993data~

)1 The offer to provide the complete 5 biDder trmIIaaion table from fundiaD code II) Put n
Acmunt was made to audit team member Ms. Wiecki, on February 25, 1993 duriftg a preIIfttation
in Wisconsin.
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